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U.S. ENTERS | NTO NON- PROSECUTI ON
AGREEMENT W TH TOMW HI LFI GER, U. S. A
VH CH WLL FILE AVENDED TAX RETURNS

DAVID N. KELLEY, the United States Attorney for the
Sout hern District of New York, announced today that the United
States Attorney’s Ofice for the Southern District of New York
(“the Ofice”), has entered into a non-prosecution agreenment with
Tomry Hilfiger U S A, Inc. (“THUSA’). 1In a public announcenent
dat ed Septenber 24, 2004, THUSA disclosed that it had received a
grand jury subpoena relating to THUSA s buying office conm ssions
(“BCC") .

BOC s are paid by THUSA to non-U. S. subsidiaries of
Tomry Hi |l figer Corporation, Tommy Hilfiger (Far East) Limted
(“THFE”) and/or Tonmy Hilfiger (Eastern Hem sphere) Limted
(“THEH), to provide or otherwi se secure certain services,
i ncl udi ng product devel opnent, sourcing, production scheduling
and quality control functions for goods that are manufactured and
produced overseas. For over a decade, THUSA has paid a 10% BCOC

for these services. Paynment of an inflated BOC to an overseas



subsidiary could result in the avoi dance of declaring incone that
is properly taxable in the United States and, instead, inproperly
shifting that inconme to the overseas entity.

Under the terns of the agreement, the Ofice will not
prosecute THUSA for any offenses relating to underpaynent of Hong
Kong taxes as the result of activities attributed to THFE or
THEH, for the years 1990-2004, which may constitute mail fraud or
wire fraud on the Hong Kong taxing authorities. |In addition, the
non- prosecuti on agreenent states that the Ofice has investigated
THUSA for possible crimnal activity in connection with the 10%
BOC rate paid to THFE and/or THEH for the tax years endi ng March
31, 1990 through March 31, 2004. The Ofice concluded that
crimnal tax charges are not warranted in connection with the 10%
BOC rate, and will close that investigation. The Tax Division,
Departnent of Justice, has agreed with this Ofice s concl usion.

Under additional terns of the non-prosecution
agreenent, THUSA will file accurate anended tax returns for the
fiscal years ending March 31, 2001, 2002, 2003, and 2004, which
returns wll be cal cul ated based on a BOC rate of 7.5% and wl|
file said returns with the Internal Revenue Service (“IRS")
within 10 business days. |In addition, THUSA will pay the taxes
due and owing as a result of said anmended returns, the interest
t hereon, and applicable penalties, if any, within 3 business days
of the assessnment by the IRS of those taxes, interest and
penalties. A prelimnary estimte of the approxi mate taxes,
whi ch THUSA expects to pay under these terns and ot her unrel ated

-



adjustnents that are also to be reflected in the anended tax
returns, include $15.4 mllion in additional federal incone taxes
and $2. 7 mllion in interest for these four years.

THUSA wi |l al so provide to the Hong Kong I nland Revenue
Departnent (“HK IRD’) any and all infornation necessary for the
HK I RD to eval uate whet her any taxes are due and owi ng by Tomy
Hi|figer (Hong Kong) Limted (“THHK"), THFE, or THEH to the HK
| RD, including but not limted to information regardi ng whet her
activities attributed to THFE or THEH were actually perforned in
Hong Kong.

Al so under the agreenent, THUSA wi || adopt and
i npl enent the recommendations of the Special Commttee of the
Board of Directors of Tommy HilIfiger Corporation, and wll| adopt
and i npl ement an effective ethics and conpliance program as
defined in United States Sentencing Guidelines Section 8B2.1
For a period of 3 years, THUSA has agreed, upon request, to
provide the Ofice with information, and will nmake its personnel
available to the Ofice, for interviews, so that the Ofice can
moni tor THUSA' s conpliance with the agreenment. It was further
agreed that if after two years, THUSA has fully conplied with the
agreenent, it may request early termnation of this provision.

The decision to enter into the non-prosecution

agreenent with THUSA was based on, anong others, the follow ng



factors: THUSA's full cooperation with the Ofice’s
i nvestigation, THUSA's willingness to file anended tax returns
for a four-year period of tine at a revised BOC rate, THUSA' s
agreenent to provide the HK IRD with all information necessary
for the HK IRD to eval uate whether any taxes are due and ow ng to
the HK IRD, and THUSA' s comm tnent to adopt and inpl enment
remedi al neasures. Upon |earning of the investigation, THUSA
undert ook a conprehensive internal investigation, which was
handl ed by counsel to the Special Commttee of their Board of
Directors, which made all pertinent w tnesses and docunents fully
avai l able to the Ofice and, as described above, will continue to
do so on an ongoi ng basis.
M. KELLEY praised the investigative efforts of the
Federal Bureau of Investigation and the Internal Revenue Servi ce.
Assi stant United States Attorney CATHY SEI BEL and DAN
DORSKY are in charge of the investigation
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